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Facilitating global sourcing, regulatory support,
marketing and distribution of chemicals used
principally as raw materials in the pharmaceutical.
agricultural, color, surface coating/ink and general
chemical industries.




Financial Highlights

Fiscal Years Ended June 30, 2007 2006 2005 20040 2003
In thousands, except per share data
Net Sales $313,473 $297,328 $313,431 $296,646 $270.116
Net Income @ 10,212 9,237 10,015 13,067 7,595
At Year-End
Cash and Short-Term Investments $ 35,356 $ 37,041 $ 25,018 $ 33,218 $ 21,140
Working Capital 112,930 104,707 94,249 86,420 72,208
Long-Term Bank Debt — — — — —
Shareholders’ Equity 124,827 115,053 107,655 100,266 84,569
Per Common Share (3
Net Income (diluted) 12 $ 0.1 $0.38 $0.41 $0.63 $0.32
Shareholders’ Equity $ 5.13 $4.74 $4.43 $4.16 $3.58
Cash Dividends $0.175 $0.15 $0.15 $0.11 $0.10

{1} Includes the acquisition of Pharma Waldhof on December 31, 2003.
{2} Fiscal 2603 net income includes a $1,873 ($0.08 per diluted share} charge for a cumulative effect of an accounting change resuiting from an impairment of goodwill.

(3) Adjusted for stock splits, effected in the form of dividends, as appropriate.
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Dear Fellow Shareholders:

A Strong Foundation for Future Growth
* Finished Dosage Form Generic Drugs

« Vaccines for Companion Animals
» Entering the Japanese Pharmaceutical Market

Leonard 8. Schwartz
Chairman,
Chief Executive Officer and President
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n fiscal 2007, as we celebrated our 60

anniversary as a company, all of our core
business segments, Health Sciences,
Chemicals & Colorants, and Crop Protection,
performed extremely well in the face of
challenging conditions in the chemical and
pharmaceutical industries. In fact, in fiscal
2007 we reported all-time record levels of
sales and gross profit for Aceto. | am pleased
to share with you our 2007 fiscal year results
and then highlight some of the strategic
initiatives we believe will be the drivers for
Aceto’s future growth,

Fiscal 2007 Financial Results

For the fiscal year ended June 30, 2007, net
sales grew 5.4% to a record level of $313.56
million compared to $297.3 million in fiscal
2006. Our gross profit increased 6.9% to
$54.5 million, a record level for the Company,
compared to $51.0 million in fiscal 2006 and
our gross profit margin increased 10 17.4%
from 17.1% in the last fiscal year, Operating
income increased 21.2% to
$15.1 million in fiscal 2007 from
$12.4 million in fiscal 2006. We
are particularly gratified by our
ability to maintain tight control on
selling, general & administrative
expenses which increased only
2.3% in fiscal 2007, in spite of continuing ex-
penditures on our strategic initiatives and the
continuing development of our infrastruciure
in China, India and now, Japan. Pre-tax in-
come from continued operations increased
16.3% to $15.4 million in fiscal 2007 from
$13.3 million in fiscal 2006. Net income was
$10.2 million or $0.41 per diluted share in fis-
cal 2007, compared to $9.2 million or $0.38
per diluted share in fiscal 20086.

Strategic Initiatives

Several years ago, we began to see the ef-
fect that intense competition was having on
our core active pharmaceutical ingredients
(API) business and came to the conclusion
that the competition would only continue to
intensify. A perfect example of the effect of
this competition is illustrated as follows. In
fiscal 2005, we had two APl's which gener-
ated sales of $19.8 million; however, in fiscal
2008, as a result of intense competition they
generated only $3.8 million in sales. In this
highly competitive market, in order far the
Company to achieve sustainable growth, we
decided it would be necessary for us to look
for ways to grow our core business as well
as parallel businesses that could be built
utilizing expertise that had been developed
in our core businesses. We decided to look
at the following areas:

* Globalizing our Chemicals & Colorants
business

* Expanding organic {color} pigments business

* Enhancing our Crop Protection business
by acquiring additional new products
for distribution by the acquisition ar
development of intellectual property

* Moving into Eastarn Europe

We called these our “Strategic Initiatives”
and spent considerable time and resources
in the past several years to make these ef-
forts successful. For example in fiscal 2004,
96% of our Chemicals & Colorants business
was domesiic; however, in fiscal 2007 that
percentage had dropped to only 86% which
was accomplished by developing business in
Europe and south Asia. We opened an office
in Poland and, as a result, have expanded our




business in Eastern Europe. Sales in our or-
ganic pigments business have grown to ap-
proximately $9 million in fiscal 2007 and are
expected to grow even more in 2008 and
beyond. Qur Crop Protection business has
expanded with the successful launch of
Asulam and several smaller products, and
we now have a robust pipeline of products.

As a result of our efforts, we no longer look at
these as "Strategic Initiatives,” we now seg
them as valuable pieces of our ongoeing core
business. Although to date, we have not recog-
nized any revenues from our current Strategic
Initiatives, namely companion animal vaccines,
finished dosage form generic drugs and enter-
ing the Japanese pharmaceutical market, we
are confident that our efforts in each of these
areas will be equally successful as our previous
" Strategic Initiatives” have proven to be.

Fiscal 2007 Developments

Finished Dosage Form Generic Drugs

A focus for Aceto as we entered fiscal 2007
was our initiative to sell generic drugs in fin-
ished dosage forms under the Aceto brand.
In February 2007, we announced that this
strategic initiative had become a reality,
Aceto Pharma Corp., a wholly owned sub-
sidiary of Aceto Corporation, established for
the express purpose of distributing Aceto
branded human and veterinary generic phar-
maceuticals in the United States, had made
a successful entrance into the market by
launching and taking orders for its first prod-
uct, isoflurane, an inhalabte anesthetic for
human and veterinary use with a current U.S.
market of more than $75 million.

During the year, we have enhanced our in-
ternal capabilities and are focusing our ef-
forts on establishing relationships with other
suppliers of Abbreviated New Drug Applica-
tion (ANDA) approved products which we
hope to distribute under the Aceto brand in
the United States. We believe that there are
no other distribution companies attempting
to do what we are doing, attesting 1o Aceto’s
biggest competitive strength, the unique

marriage of our global sourcing and regulatary
capabilities. Our business model provides
access to the U.S. generic pharmaceutical
market for mid-size foreign companies.

With respect to regulatory compliance, we
are confident that we have achieved the
capability to satisfy all of our regulatory
requirements while maintaining our status

as a distributor.

Vaccines for Companion Animals

In fiscal 2007, we suffered a setback in our
efforts to have a 4-way vaccine for use in the
canine market approved by the USDA. As a
result of a misunderstanding with the USDA
regarding the testing protocol they had previ-
ously approved as the basis for our vaccines
label ctaims, it will be necessary for the animal
testing to be redone under a revised testing
protocol. There will also be a requisite field
safety test that needs to be completed.

On a much more positive note, the USDA did
acknowledge that notwithstanding the proto-
col approval error, the animal testing results
which had already been completed under the
original testing protocol indicated that the
vaccine was, as we expected it would be,

" efficacious.” While we continue 1o do
everything we can to expedite the approval
process, there can be no assurance given as
to when the approval process will be 100%
completed. Qur application represents the
first time the USDA has been asked to approve
a foreign produced vaccine for companion
animals for use in the United States. The
USDA has therefore been, among other
things, extremely cautious throughout the
process. Once we receive the USDA approval,
we plan to enter the market promptly with
Aceto branded product.

Entering the Japanese

Pharmaceutical Market

The Company, intending to further advance
the globalization of its business, and recogniz-
ing the substantial Japanese pharmaceutical
market estimated at $66 billion, second
largest in the world, authorized the taking of
all necessary actions to establish a subsidiary,

Aceto Japan, to transact business in Japan.
As of the writing of this letter, we are in the
final stages of forming this company.

We are encouraged by the early interest that
Japanese pharmaceutical companies have
shown in our business model. To date, we
have commenced development activities for
a number of products for multiple customers
and are working hard to further expand both
the product and customer lists. A key compo-
nent of our Japanese strategy is the fact that
we will be employing Japanese nationals, as
well as utilizing traditional Japanese business
practices and culture, at Aceto Japan.

A Look Ahead

We closed the books for fiscal 2007 in &
strong financial position, with working capital
of $112.9 million, no long-term debt and
shareholders’ equity of $124.8 million. We
believe this level of working capital provides
us with the financial strength te move our
Strategic Initiatives forward.

We remain excited and optimistic about the
Company's future. Qur core businesses and
global network of supply sources provide us
with a strong foundation that will allow us to
grow and we are building 8 Company that
we believe is well positioned to sustain
growth far the long term.

We would like to thank our employees,
shareholders, customers and other stake-
holders for supporting our past efforts and
for their continued support as we move for-
ward together, towards a promising future.
We look forward to updating you on Aceto's
business initiatives and results in the future.

Sincerely,

—Arovard IR~

Leonard S. Schwartz
Chairman, Chief Executive Officer and
President
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The Business of

Our Strengths

* Unparalieled global sourcing and regulatory capabilities to meet all chemically derived pharmaceuticals,

biopharmaceuticals, specialty chemicals and agrochemicals requirements

I they need, when they need them

+ Talented, experienced pecple that know the markets we serve inside and out

any of the world’s leading companies
rely on Acete to supply the chemicals
they use as raw materials and active ingredi-
ents in their products. Celebrating our 60
anniversary, cur experience is unmatched. In
recent years, acquisitions have made Aceto a
truly global company and ¢ne of the largest
independent distributors of chemicals for the
pharmaceutical, biopharmaceutical, specialty
chemicals and agrochemical industries.

2007 Sales by Segment

Il Health Sciences 55%
I Chemicals & Colorants 39%
{0 Crop Protection 6%

Aceto's unparalieled global resources in-
clude strategic relationships with hundreds
of manufacturers of specialty, pharmaceuti-
cal and agricultural chemicals, both domestic
and international. As a result, customers in

a wide range of industries rely on Aceto to
bring the world closer to them, providing the
vital chemicals necessary for diverse and
complex product applications, In addition

to our comprehensive global network of
sources, Aceto also has superior distribution
facilities located strategically throughout
North America, Europe, Asia and South
America, enabling us to respond quickly

to customer needs.

4 AcCeTto CORPORATION

» Strategically located warehousing and distribution facilities to assure that customers raceive the chemicals

Among Aceto’s greatest strengths are our
experienced worldwide staff and their ability
to meet individual customer needs. Qur mar-
keting, sales and technical professionals are
experts in the industries they serve, and
have an intimate knowledge of worldwide
sources of supply, product applications and
technical requirements. Many Aceto profes-
sionals are respected leaders in our industry,
bringing 25 or more years of experience at
Aceto to customer applications. It's this
longevity with our Company that has fostered
loyalty among our customers.

Aceto personnel work as partners with
custemers during the product development
process, creating new applications for ex-
isting products as well as entirely new
product lines. We also offer solutions to
producticn challenges, gensrate marketing
programs and assist with government ap-
provals and compliance. All of these value-
added services allow Aceto’s customers to
be more responsive to their customers,
and ultimately, more competitive in the
global marketplace.




Active Pharmaceutical Ingredients (APIs)
ﬂn recent years, the use of generic drugs has
expanded tremendously. Aceto’s presence

in this area has likewise grown dramatically,
both domestically and internationally. We sup-
ply APls to all the major generic drug compa-
nies, who view Aceto as a crucial partner in
their mission to market generic drugs once
patents have expired. We supply AFls used to
treat high cholestercl, diabetes, depression,
glaucoma, asthma and many other conditions.

The introduction of new APIs from our
pipeline to market is & process that spans a
number of years and begins by partnering
with a generic pharmaceutical company and
selecting the APl Next, we identify the ap-
propriate supplier and ensure they meet the
highest standards of quality to comply with
both U.S. and European regulations. The
generic pharmaceutical company will submit
the ANDA {Abbreviated New Drug Applica-
tion} far FDA or European equivalent ap-
proval while we control test-manufacturing
of the API. The introduction of the APl to
market occurs once the ANDA or European
equivalent is granted and the APl patent ex-
pires. As a result, our revenues in the short

tarm can be volatile due to customer delays,
project cancellations or delays in receiving
regulatory approval. Additionally, during the
typical life cycle of an API, we benefit from
higher gross margins earned when the API
first enters the market. As more competitors
enter the market these margins generally
decline, therefore it is important to have a
sufficient pipeline of new APls to achieve
sustainable long-term growth.

QOver the coming years as patents expire on
branded drugs, we have a pipeline of APls
poised to reach commercial levels, both in the
United States and Europe. Additionally, with our
office in Poland that we opened in 2004, we are
well-positioned to take advantage of opportuni-
ties that develop as Eastern European countries
join the European Union, and thus become sub-
ject to the same regulatory standards as their
Western European counterparts.

We continue to develop new opportunities to
provide a second-source option for existing
generic drugs. By leveraging our worldwide
sourcing and regulatory capabilities, we believe
we ¢an be an alternative low-cost provider of
existing APls to generic drug companies.

A focus for Aceto as we entered fiscal 2007
was our initiative to sell generic drugs in fin-
ished dosage forms under the Acsto brand.
In February 2007, we announced that this
strategic initiative had become a reality.

Growth Drivers

- Drug patent expirations

+ Introduce new APls from pipeline

« Introduce Aceto branded finished dosage form
generic drugs directly into distribution channels

» Expansion of second source APl business
+ Expansion of pharma intermediate business

» introduce vaccines for companion animals to the
U.S. market {subject to regulatory approvals)

» Enter the Japanese pharmaceutical market

* Explore strategic acquisitions

Health Sciences

Aceto Pharma Corp., a whelly owned sub-
sidiary of Aceto Cerporation, established for
the express purpose of distributing Aceto
branded human and veterinary generic phar-
maceuticals in the United States, had made
a successful entrance into the market by
launching and taking orders for its first prod-
uct, isoflurane, an inhalable anesthetic for
human and veterinary use with a current U.S.
market of more than $75 million.

During the year, we have enhanced our internal
capabilities and are focusing our efforts on
establishing relationships with other suppliers
of ANDA approved products to distribute
under the Aceto brand in the United States.
We believe there are no other distribution
companies attempting to do what we are
doing, attesting to Aceto’s biggest competitive
strength, the unique marriage of our global
sourcing and regulatory capabilities. Our
business model provides access to the U.S.
generic pharmaceutical market for mid-size
foreign companies. With respect to regulatory
compliance, we are confident that we have
achieved the capability to satisfy all of our
regulatory requirements while maintaining
our status as a distributor.

Pharmaceutical Intermediates

Aceto is a key supplier of complex chemical
building blocks used as pharmaceutical inter-
mediates. These are critical components of all
drugs whether they are already on the market
or currently undergoing clinical trials. Faced
with significant economic pressures as well
as everincreasing regulatory barriers, the in-
novative drug companies count on Aceto 10
supply these intermediates economically
while maintaining the highest levels of quality.

Aceto added a new business model for our
pharmaceutical intermediates in late 2002. In
addition to the traditional way of working

ACETO CCRPORATION B




with drug discovery companies, helping them
develop and source new chemical entities
that they will use to make the drugs of to-
morrow, we are working with the same com-
panies to assist them in bringing down the
costs of their mature pharmaceuticals by
sourcing many of their existing raw materials
from parts of the world where the economics
are more attractive. This business model has
started to gain acceptance from some of the
large, global pharmaceutical companies and
Aceto is currently working with several of
these companies supplying raw materials for
them. This dual approach gives cur pharma-
ceutical customers an additional reason to
work with Aceto, covering both their existing
and developmental drugs.

Another business where Aceto has seen
nice growth is in providing chemicals for

the diagnostic kits used by health care
providers. In fiscal 2007, this busingss almost
doubled in size and we see this as a business
with more growth potential in the future as
we bring to light the advantages of sourcing
raw materials from other parts of the world
to the diagnostic companies. This, in many
ways, parallels what we are doing with
pharmaceutical intermediates.

In fiscal 2007, as we continued to look at op-
portunities for Aceto to grow globally, we
made a decision 1o explore entering the
Japanese pharmaceutical market, the sec-
ond largest pharmaceutical market in the
world. Although the barriers to entry are
quite high, this market is not as competitive

6 Acet0o CORPORATION

as western pharmaceutical markets and we
believe our business model is well suited to
be successful there.

We are currentty in the final stages of forming
Aceto Japan, Inc. which will serve as our op-
erating company in Japan. A key component
of our Japanese strategy is the fact that we
will be employing Japanese nationals as wall
as utilizing traditional Japanese business
practices and culture at Aceto Japan. We are
encouraged by the early interest that Japan-
ese pharmaceutical companies have shown
in our business model, To date, we have
commenced development activities for a
number of products for multiple customers
and are working hard to further expand the
product and custerner list. While we initially
are looking to enter this market with our phar-
maceutical intermediates business, we ex-
pect that at some peint in the future we will
introduce both our APl business as well as
our finished dosage form business as well,

Biopharmaceuticals

Aceto entered into the biopharmaceutical mar-
ket in December 2003 with its acquisition of
Pharma Waldhof. We plan to leverage the ac-
quisition by supplying biopharma APls to the
generic, innovator, animal health and discovery
industries in regulated markets {U.S/EU).

We are particularly focused on the biophar-
maceuticals used in the veterinary business
for companion animals, such as vaccines and
other therapies, where regulatory pathways
currently exist,

In fiscal 2007, we suffered a setback in our
efforts to have a 4-way vaccine for use in the
canine market approved by the USDA. As a
result of a misunderstanding with the USDA
regarding the testing protocol they had previ-
ously approved as the basis for our vaccines
label claims, it will be necessary for the animal

lealth Sciences (continuea

testing to be redone under a revised testing
protocel. There will also be a requisite field
safety test that needs to be completed.

On a much more positive note, the USDA did
acknowledge that notwithstanding the proto-
col approval error, the animal testing results
which had already been completed under the
criginal testing protocol indicated that the
vaccine was, as we expected it would be,
“efficacious.” While we continue to do
everything we can to expedite the approval
process, there can be no assurance given as
1o when the approval process will be 100%
completed. Our application represents the
first time the USDA has been asked to ap-
prove a foreign produced vaccine for com-
panion animals for use in the United Siates.
The USDA has therefore been, among other
things, extremely cautious throughout the
process. Once we receive the USDA approval,
we plan to enter the market promptly with
Aceto branded product,

Aceto has been active in the area of generic
human biopharmaceuticals for the past several
years and we have a partnership with Three
Rivers Pharmaceuticals to bring three products
to market if and when regulatory pathways are
approved. The commercialization of human
generic biopharmaceuticals is subject to the
FDA providing guidance, and putting into place
regulatory pathways for these products to
come to market in the United States.

Nutraceuticals

We also supply raw materials used in the
production of nutritional supplements, includ-
ing: vitamins, aming acids, iron compounds,
and biochemicals used in pharmaceutical and
nutritional preparations. This is a business
that has shown nice growth in the past several
years and one that we believe has the potential
for more growth, particularly glebally, over
the next several years.




ceto is a major supplier to the many
different industries that require out-
standing performance from chemical raw
materials and additives. We provide chemi-
cals used tc make plastics, surface coatings,
textiles, fueis and lubricants. These products
include antioxidants, pheotoinitiators, cata-
lysts, cross linkers (curatives), brighteners
and adhesion promoters,

Aceto is at the forefront as a supplier of
chemicals to ecofriendly technologies. For
example, we supply UV phetointiators that
allow inks and coatings to be cured by uitra-
violet light instead of solvents. We also sup-
ply curing agents and optical brighteners for
powder (non solvent} coatings. These grow-
ing technologies are critical in protecting the
world’s ecology.

We also provide specialty chemicals for the
food, beverage and flavor and fragrance in-
dustries. Many of Aceto’s raw materials also
find their way into high tech products like
high end electronic parts {circuit boards and
computer chips} and binders for specialized
rocket fuels, In addition, we introduced a
new additive for wines, distilled spirits and
sauces that adds an “oak” aging flavor.

Organic {ntermediates and Colorants

The color producing industry manufactures a
wide assortment of products and Aceto is,
and has been, the supplier of cheice to these
producers of “color.” From textiles and plas-
tics to inks and paints, our specialty colorant
intermediates allow manufacturers to develop
an endless rainbow of colorful possibilities
for fabrics, decorative effects, automobiles,
and countless other objects the world uses
every day.

Applications for Aceto's organic intermedi-
ates include:

+ Color pigments for vibrant printing inks
used in color newspapers

# Inks for computer ink jet printing

* Automotive, industrial and residential
coatings

« Dyes for colorful textiles for both natural
and synthetic fibers

* Color photography and papers
* Colors for fuels like gasoline

« FDA-approved colorants for foods and
pharmaceuticals.

Chemicals & Colorants

Aceto is currently responding to the
changing needs of our customers in the
color producing industry by taking our re-
sources and knowledge of color intermedi-
ates downstream as a supplier of select
organic pigments.

Aceto's organic intermediates are also crucial
building blocks in the production of many
high quality agrochemicals utilized by farm-
ers throughout the world. Agricultural appli-
cations for our organic intermediates include
herbicides, insecticides, fungicides and other
functional pesticides.

Growth
Drivers

+ Globalizing our Chemicals
and Colorants Business

» Rapid pace of new product
development

« Leveraging our position in
chemical consuming industries
by broadening our product line

» Expanding organic {color}
pigments business

AceTto CORPORATION 7




The world is dependent on agriculture for
all kinds of products—and Aceto has
become a valued partner to the global agri-
cultural industry by providing supericr quality
chemicals. Aceto’s most widely used crop
protection product is a sprout inhibitor that
extends the storage life of potatces. Farmers
alsc rely on Aceto agrochemicals to protect
crops that become many other types of food,
as well as clothing and shelter for consumers
throughout the world. The chemicals we supply
include herbicides, fungicides, and insecticides
that control weed growth and the spread of
insects and microorganisms that can severely
damage plant growth.

Aceto continues to expand its distribution of
products into new markets. During 2004, we
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received approval to sell our sprout inhibitor in
Europe and in 2005, we expanded sales of
this product into Russia.

In fiscal 2007, we very successfully launched
generic Asulam, a herbicide used on sugar
cane. Under a multi-year contract with a major
agricultural chemical distributor, we began
supplying the product in the United States.
This approval marked an important first in our
history, as it was the first generic registration
that Aceto has received. We continue to de-
velop a pipeline of additional products for the
coming years.

As a result of our successful launch of this
product, we are attempting to increase our
market development activities in this business
segment. In this regard, we have expanded cur
in-house resources and created a new position
in our Crop Protection business of Regulatory
Manager. in addition, we are enhancing our crop
protection sourcing and regulatory capabilities
in China. We believe that the combination of

Aceto is proud of its industry-leading
commitment to regulatery cencerns.
Proof of our dedication 1o this vital area is
our extensive corporate department that
handles health, safety, environmental and
many other varied regulatory affairs. More
than just reactive in our commitrment, Aceto
is proactive in assuring that all the products

Crop Protection

cur global scurcing and regulatory capabilities
makes Aceto an attractive partner and has
provided us with several new opportunities
which we are currently working on.

Growth
Drivers

* Successful launch of generic Asulam

* Partner with distribution companies
to secure entry into the marketplace

= Enhancing our Crop Protection
business by acquiring additional
new products for distribution by
the acquisition or development of
intellectuat property leading to an
EPA label (official license to sell}

+ Geographic expansion of existing
products

tegulatory Affairs

we supply conform to all applicable current,
and anticipated future, regulations. To fur-
ther assure compliance, we also assist our
suppliers and custemers enabling them to
meet stringent regulatory guidelines that
govern the chemically derived pharmaceuti-
cal, biopharmaceuticals, specialty chemical
and agrochemicals industry.
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within the meaning of section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934,
We intend those forward looking-statements to be covered by the safe harbor provisions for forward-looking statements. All
statements regarding our expected financial position and operating results, our business strategy, our financing plans and the
outcome of any contingencies are forward-looking statements. Any such forward-looking statements are based on current
expectations, estimates, and projections about our industry and our business. Words such as “anticipates,” “expects,”
“intends,” “plans,” “believes,” “secks,” “estimates,” or variations of those words and similar expressions are intended to
identify such forward-looking statements. Forward-looking statements are subject to risks and uncertainties that could cause
actua] results to differ materially from those stated in or implied by any forward-looking statements. Factors that could cause
actual results to differ materially from forward-looking statements include, but are not limited to, unforeseen environmental
liabilities, international military conflicts, the mix of products seld and their profit margins, order cancellation or a reduction
in orders from customers, competitive product offerings and pricing actions, an inability to continue to license technology
needed to sell certain of our crop protection products, the availability and pricing of key raw materials, dependence on key
members of management, risks of entering into new European markets, and economic and political conditions in the United
States and abroad.

NOTE REGARDING DOLLAR AMOUNTS
In this Annual Report, all dollar amounts are expressed in thousands, except share prices and per-share amounts.
Item 1. Business
General

Aceto Corporation, together with its consolidated subsidiaries, are referred to herein collectively as “Aceto”, “Company”,
“we”, “us”, and “our” unless the content indicates otherwise. Aceto was incorporated in 1947 in the State of New York. We
are a global leader in the sourcing, regulatory support, marketing and distribution of chemically derived pharmaceuticals,
biopharmaceuticals, specialty chemicals and crop protection products. Qur business is organized along product lines into
three principal segments: Health Sciences, Chemicals & Colorants and Crop Protection.

The Health Sciences segment is our largest segment in terms of both sales and gross profits. Products that fall within this
segment include active pharmaceutical ingredients (API’s), pharmaceutical intermediates, nutritionals and
biopharmaceuticals. TIn fiscal 2007, we entered the market for finished dosage form generic drugs when we received orders
for our first Aceto branded product, Isoflurane,

We typically partner with both customers and suppliers years in advance of a drug coming off patent to provide the generic
equivalent. We belicve we have a pipeline of new API’s poised to reach commercial levels over the coming years as the
patents on existing drugs expire, both in the United States and Europe. In addition, we continue to explore opportunities to
provide a second-source option for existing generic drugs with approved abbreviated new drug applications (ANDA’s). The
opportunities that we are looking for are to supply the API’s for the more mature generic drugs where pricing has stabilized
following the dramatic decreases in price that these drugs experienced after coming off patent. As is the case in the generic
industry, the entrance into the market of other generic competition generally has a negative impact on the pricing of the
affected products.

By leveraging our worldwide sourcing and regulatory capabilities, we believe we can be an alternative lower cost, second-
source provider of existing API’s to generic drug companies.

Looking at worldwide pharmaceutical sales, and using that as a proxy for our Health Sciences business segment, in calendar
2006, the industry experienced total market growth of $42 billion, or a 7% increase. About one half of this growth originated
from the US market where the growth rate of 8.3% reflected the impact of the first year of the Medicare Part D benefit,

The Chemicals & Colorants segment is a major supplier to the many different industries that require outstanding performance

from chemical raw materials and additives. Products that fall within this segment include intermediates for dyes, pigments
and agrochemicals. We provide chemicals used to make plastics, surface coatings, textiles, lubricants, flavors and fragrances.
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Many of Aceto’s raw materials are also used in high-tech products like high-end electronic parts (circuit boards and computer
chips) and binders for specialized rocket fuels. Aceto is currently responding to the changing needs of our customers in the
color producing industry by taking our resources and knowledge downstream as a supplier of select organic pigments. We
expect that continued global Gross Domestic Product growth will drive higher demand for the chemical industry, especially
in China and other emerging regions of the world. With supply growth limited, we expect that industry supply/demand
balances will remain favorable. However, continued volatility in energy costs will add uncertainty to our profit outlook.

According to the American Chemistry Council, the global chemical industry stil! appears to be in an expansionary mode
although leading indicators of global industrial production suggest that the current growth cycle may have peaked. Overall,
on a year-over-year basis, global chemical industry production increased by 4.4%.

The Crop Protection segment sells herbicides, pesticides, and other agricultural chemicals to customers, primarily located in
the United States and Western Europe. Our joint venture with Nufarm, which markets Butoxone(R), increased our market
share of the peanut, soybean and alfalfa herbicide markets. In fiscal 2007, we entered into a multi-year contract with a major
agricultural chemical distributor and launched generic Asulam, an herbicide for sugar cane and the first generic registration
that Aceto has received. Our plan is to develop over time a pipeline of additional products in a similar manner. The Crop
Protection segment was formerly reported as the Agrochemical segment with the name change effected on December 31,
2006.

According to the US Department of Agriculture, total acreage planted in 2007 increased by 1.3% to slightly more than 320
million acres. The number of peanut actes planted in 2007 was down 4.5% from 2006 levels, sugarcane acreage was down
0.7% from 2006 and potato acres planted in 2007 were down 3.6% from 2006 levels.

Our main business strengths are sourcing, regulatory support, quality control, marketing and distribution. With a physical
presence in ten countries, we distribute over 1000 chemicals and pharmaceuticals used principally as raw materials in the
pharmaceutical, agricultural, color, surface coating/ink and general chemical consuming industries. We believe that we are
currently the largest buyer of pharmaceutical and specialty chemicals for export from China, purchasing from over 500
different manufacturers.

Our presence in China, Germany, France, the Netherlands, Singapore, India, Poland, Hong Kong, the United Kingdom and
the United States, along with strategically located warehouses worldwide, enable us to respond quickly to demands from
customers worldwide, assuring that a consistent, high-quality supply of pharmaceutical, biopharmaceutical, specialty
chemicals and crop protection products are readily accessible. We are able to offer our customers competitive pricing,
continuity of supply, and quality control. We believe our 60 years of experience, our reputation for reliability and stability,
and our long-term relationships with suppliers have fostered loyalty among our customers.

We remain confident about our business prospects. We anticipate continued organic growth which will be enhanced through
our plans to enter the market for companion animal vaccines, the market for finished dosage form generic drugs, the
Japanese pharmaceutical market, the continued globalization of our Chemicals & Colorants business, the further expansion of
our crop protection segment by acquisition of product lines and intellectual property, the continued enhancement of our
sourcing operations in China and India, and the steady improvement of our regulatory capabilities.

We believe our track record of continuous product introductions demonstrates that Aceto has come to be recognized by the
worldwide generic pharmaceutical industry as an important, reliable supplier. Our plans involve seeking strategic
acquisitions that enhance our earnings and forming alliances with partners that add to our capabilities, when possible.

Information concerning revenue and gross profit attributable to each of our reportable segments is found in Part II, Item 7,
“Management’s Discussion and Analysis of Financial Condition and Results of Operations”, and in Note 19 to the
Consolidated Financial Statements, Part II, Item 8, “Financial Statements and Supplementary Data.”

Products and Customers

During the fiscal years ended June 30, 2007 and 2006, approximately 65% and 67%, respectively, of our purchases were
from Asia and approximately 21% were from Europe.

Our customers are primarily located throughout the United States, Europe and Asia. They include a wide range of companies
in the industrial chemical, agricultural, and health science industries, and range from small trading companies to Fortune 500
companies. During fiscal years 2007 and 2006, sales made to customers in the United States totaled $153,147 and $157,527,




respectively. Sales made to customers outside the United States during fiscal years 2007 and 2006 totaled $160,326 and
$139,801, respectively, of which, approximately 58% and 53%, respectively, were to customers located in Europe.

The chemical industry is highly competitive. We compete by offering high-quality products produced around the world by
both large and small manufacturers at attractive prices. Because of our long standing relationships with many suppliers as
well as our sourcing operations in both China and India, we are able to ensure that any given product is manufactured at a
facility that is appropriate for that product. For the most part, we store our inventory of chemicals in public warehouses
strategically located throughout the United States, Europe, and Asia, and we can therefore fill orders rapidly from inventory.
We have developed ready access to key purchasing, research, and technical executives of our customers and suppliers. This
allows us to ensure that when necessary, sourcing decisions can be made quickly.

No single product or customer accounted for as much as 10% of net sales in fiscal years 2007, 2006 or 2005. No single
supplier accounted for as much as 10% of purchases in fiscal 2007 and 2006. Two suppliers accounted for approximately
13% and 12% of purchases in fiscal year 2003,

We hold no patents, licenses, franchises or concessions that we consider material to our operations.

Qur subsidiary Aceto Agricultural Chemicals Corp. (“Aceto Agricultural™) markets, and contracts for the manufacture of,
certain crop protection products that are subject to the Federal Insecticide, Fungicide and Rodenticide Act (“FIFRA™). Under
FIFRA, companies that wish to market pesticides must provide test data to the Environmental Protection Agency (“EPA™) to
register, obtain and maintain approved labels for those pesticides. The EPA requires that follow-on registrants of these
products, on a basis prescribed in the FIFRA regulations, compensate the initial registrant for the cost of producing the
necessary test data. Follow-on registrants do not themselves generate or contract for the data. However, when FIFRA
requirements mandate that new test data be generated to enable all registrants to continue marketing a pesticide product, often
both the initial and follow-on registrants establish a task force to jointly undertake, and pay for, the testing effort. We are
currently a member of three such task force groups and historically, our payments have been in the range of $250 - $500 per
year. We may be required to make such additional payments in the future.

Employees
At June 30, 2007, we had 224 employees, none of whom were covered by a collective bargaining agreement.
Item 1A. Risk factors

You should carefully consider the following risk factors and other information included in this Annual Report. The risks and
uncertainties described below are not the only ones we face. Additional risks and uncertainties not currently known to us or
that we currently deem immaterial may also impair our business operations. If any of the following risk factors occur, our
business, financial condition, operating results and cash flows could be materially adversely affected.

If we are unable to compete effectively with our competitors, many of which have greater market presence and resources
than us, our profitability and financial condition will be adversely affected.

Our financial condition and operating results are directly related to our ability to compete in the intensely competitive
worldwide chemical market. We face intense competition from global and regional distributors of chemical products, many
of which are large chemical manufacturers as well as distributors. Many of these companies have substantially greater
resources than us, including greater financial, marketing and distribution resources. We cannot assure you that we will be
able to compete successfully with any of these companies. In addition, increased competition could result in price reductions,
reduced margins and less of market share for our services, all of which would adversely affect our business, results of
operations and financial condition.

We may incur significant uninsured environmental and other liabilities inherent in the chemical distribution industry that
would have a negative effect on our financial condition.

The business of distributing chemicals is subject to regulation by numerous federal, state, local, and foreign governmental
authorities. These regulations impose liability for loss of life, damage to property and equipment, pollution and other
environmental damage that may occur in our business. Many of these regulations provide for substantial fines and
remediation costs in the event of chemical spills, explosions and pollution. While we believe that we are in substantial
compliance with all current laws and regulations, we can give no assurance that we will not incur material liabilities that
exceed our insurance coverage or that such insurance will remain available on terms and at rates acceptable to us.
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Additionally, if existing environmental and other regulations are changed, or additional laws or regulations are passed, the a
cost of complying with those laws may be substantial, thereby adversely affecting our financial performance.

In May 2007, February 2007 and September 2006, the Company received letters from the Pulvair Site Group, a group of
potentially responsible parties ("PRP Group") who are working with the State of Tennessee (the "State") to remediate a
contaminated property in Tennessee called the Pulvair site. The PRP Group has alleged that one of Aceto’s subsidiaries
shipped hazardous substances to the site which were released into the environment. The State had begun administrative
proceedings against the members of the PRP group and Aceto with respect to the cleanup of the Pulvair site and the group
has begun to undertake cleanup. The PRP Group is seeking a settlement of approximately $2,100 from the Company for its
share to remediate the site contamination. Although the Company acknowledges that its subsidiary shipped materials to the
site for formulation over twenty years ago, the Company believes that the evidence does not show that the hazardous
materials sent by Aceto's subsidiary to the site have significantly contributed to the contamination of the environment. i
Accordingly, the Company believes that the settlement offer is unreasonable. Altemnatively, counsel to the PRP Group has !
proposed that Aceto's subsidiary join it as a participating member and pay 3.16% of the PRP Group's cost. The Company |
believes that this percentage is high because it is based on the total volume of materials that Aceto’s subsidiary sent to the

site, most of which were non-hazardous substances and as such, believes that its subsidiary is a very minor contributor to the

site contamination. The impact of the resolution of this matter on the Company's results of operations in a particular reporting

period is not known. However, management believes that the ultimate outcome of this matter will not have a material

adverse effect on the Company's financial condition or liquidity.

Our subsidiary, Arsynco, has environmental remediation obligations in connection with its former manufacturing facility in
Carlstadt, New Jersey. Estimates of how much it would cost to remediate environmental contamination at this site have
increased since the facility was closed in 1993. If the actual costs are significantly greater than estimated, it could have a
material adverse effect on our financial condition, operating results and cash flows.

In March 2006, also related to its former manufacturing facility in Carlstadt, New Jersey, Arsynco received notice from the
EPA of its status as a potentially responsible party (“PRP”) under the Comprehensive Environmental Response,
Compensation and Liability Act (CERCLA) for a site described as the Berry’s Creek Study Area. Arsynco is one of over 150
PRP’s which have potentia) liability for the required investigation and remediation of the site. The estimate of the potential
liability is not quantifiable for a number of reasons, including the difficulty in determining the extent of contamination and
the length of time remediation may require. In addition, any estimate of liability must also consider the number of other
potentially responsible parties and their financial strength. Since an amount of the liability can not be reasonably estimated at
this time, no accrual is recorded for these potential future costs. The impact of the resolution of this matter on the Company’s
results of operations in a particular reporting period is not known. However, management believes that the ultimate outcome
of this matter will not have a material adverse effect on the Company’s financial condition or liquidity.

The distribution and sale of our products are subject to prior governmental approvals and thereafter ongoing governmenial
regulation.

Our products are subject to laws administered by federal, state and foreign governments, including regulations requiring
registration and approval of many of our products. More stringent restrictions could make our products less desirable, which
would adversely affect our revenues and profitability. Some of our products are subject to the EPA registration and re-
registration requirements, and are registered in accordance with FIFRA. Such registration requirements are based, among
other things, on data demonstrating that the product will not cause unreasonable adverse effects on human health or the
environment when used according to approved label directions. Governmental regulatory authorities have required, and may
require in the future, that certain scientific data requirements be performed on our products and this may require us on our
behalf or in joint efforts with other registrants to perform additional testing. Responding to such requirements may cause
delays in or the cessation of the sales of one or more of our products which would adversely affect our profitability. We can
provide no assurance that any testing approvals or registrations will be granted on a timely basis, if at all, or that our
resources will be adequate to meet the costs of regulatory compliance or that the economic benefit of complying with the
requirement will exceed our cost.

Assessmenis by various tax authorities may be materially different than the amounts we have provided for in our
consolidated financial statements.

We are regularly audited by federal, state, and foreign tax authorities. From time to time, these audits may result in proposed
assessments. While we believe that we have adequately provided for any such assessments, future settlements may be
materially different than we have provided for and thereby adversely affect our earnings and cash flows.



We operate in various tax jurisdictions, and although we believe that we have provided for income and other taxes in
accordance with the relevant regulations, if the applicable regulations were ultimately interpreted differently by a taxing
authority, we may be exposed to additional tax liabilities.

If we are unable to continue to use licensed technology that we rely on to conduct our crop protection business, our
profitability and financial condition will be adversely affected.

We cannot assure you that we will be able to continue to license the technology that we currently rely on in order to sell
certain of our crop protection products. An inability to license this technology could prevent us from continuing to sell the
products and, in turn, materially adversely affect our profitability and financial condition. We may also incur substantial costs
in seeking enforcement of our rights related to our licensed technologies.

One of the Company’s crop protection products is subject to certain licensed technology, which expired in August 2007. The
Company has commenced a lawsuit against the owner of the patent license bringing claims based on antitrust and breach of
contract and related claims. The Company intends to pursue these claims vigorously in order to continue to license the
technology and sell the particular crop protection product.

Our acquisition strategy is subject to a number of inherent risks, including the risk that our acquisitions may not be
successful.

We continually seek to expand our business through acquisitions of other companies that complement our own and through
Jjoint ventures, licensing agreements and other arrangements. Any decision regarding strategic alternatives would be subject
to inherent risks, and we cannot guarantee that we will be able to identify the appropriate opportunities, successfully
negotiate economically beneficial terms, successfully integrate any acquired business, retain key employees, or achieve the
anticipated synergies or benefits of the strategic alternative selected. Acquisitions ¢an require significant capital resources
and divert our management’s attention from our existing business. Additionally, we may issue additional shares in connection
with a strategic transaction, thereby diluting the holdings of our existing common shareholders, incur debt or assume
liabilities, become subject to litigation, or consume cash, thereby reducing the amount of cash available for other purposes.

Any acquisition that we make could result in a substantial charge to our earnings.

We have previously incurred charges to our earnings in connection with acquisitions, and may continue to experience charges
to our earnings for any acquisitions that we make, including large and immediate write-offs of acquired assets, or impairment
charges. These costs may also include substantial severance and other closure costs associated with eliminating duplicate or
discontinued products, employees, operations and facilities. These charges could have a material adverse effect on our results
of operations for particular quarterly periods and they could possibly have an adverse impact on the market price of our
cornmon stock,

Our revenue stream is difficult to predict.

Our revenue stream is difficult to predict because it is primarily generated as customers place orders and customers can
change their requirements or cancel orders. Many of our sales orders are short-term and may be cancelled at any time. As a
result, much of our revenue is not recurring from period to period, which contributes to the variability of our results from
period to period. We believe that quarter-to-quarter comparisons of our operating results are not a good indication of our
future performance.

Our operating results may fluctuate in future quarters, which may adversely affect the trading price of our common stock.

Our operating results will fluctuate on a quarterly basis as a result of a number of factors, including the titning of contracts,
the delay or cancellation of a contract, and changes in government regulations. Any one of these factors could have a
significant impact on our quarterly results. In some quarters, our revenue and operating results may fall below the
expectations of securities analysts and investors, which would likely cause the trading price of our common stock to decline.

Failure to obtain products from outside manufacturers could adversely affect our ability to fulfill sales orders to our
customers,

We rely on outside manufacturers to supply products for resale to our customers. Manufacturing problems may occur with
these and other outside sources. If such problems occur, we cannot ensure that we will be able to deliver our products to our
customers profitably or on time.




Our potential liability arising from our commitment lo indemnify our directors, officers and employees could adversely affect
our earnings and financial condition.

We have committed in our bylaws to indemnify our directors, officers and employees against the reasonable expenses
incurred by these persons in connection with an action brought against him or her in such capacity, except in matters as to
which he or she is adjudged to have breached a duty to us. The maximum potential amount of future payments we could be
required to make under this provision is unlimited. While we have”directors and officers” insurance policies that covers a
portion of this potential exposure, we may be adversely affected if we are required to pay damages or incur legal costs in
connection with a claim above our insurance limits.

Our business may give rise to product liability claims not covered by insurance or indemnity agreements.

The marketing, distribution and use of chemical products involves substantial risk of product liability claims. A successful
product liability claim that we have not insured against, that exceeds our levels of insurance or that we are not indemnified
for may require us to pay a substantial amount of damages. In the event that we are forced to pay such damages, this payment
may have a material adverse effect on our financial and operating results.

Our business may be adversely affected by terrorist activities.

Our business depends on the free flow of products and services through the channels of commerce. Instability due to
military, terrorist, political and economic actions in other countries could materially disrupt our overseas operations and
export sales. In fiscal years 2007 and 2006, approximately 53% and 47%, respectively, of our revenues were attributable to
operations conducted abroad and to sales generated from the United States to foreign countries. In addition, in fiscal year
2007, approximately 65% and 21% of our purchases came from Asia and Europe, respectively. In addition, in certain
countries where we currently operate or export, intend to operate or export, or intend to expand our operations, we could be
subject to other political, military and economic uncertainties, including labor unrest, restrictions on transfers of funds and
unexpected changes in regulatory environments.

Fluctuations in foreign currency exchange rates may adversely affect our results of operations and financial condition.

A substantial portion of our revenue is denominated in currencies other than the U.S. dollar because certain of our foreign
subsidiaries operate in their local currencies. Our results of operations and financial condition may therefore be adversely
affected by fluctuations in the exchange rate between foreign currencies and the U.S. dollar.

We rely heavily on key executives for our financial performance.

Our financial performance is highly dependent upon the efforts and abilitics of our key executives. The loss of the services of
any of our key executives could therefore have a material adverse effect upon our financial position and operating results.
None of our key executives has an employment agreement with us and we do not maintain “key-man” insurance on any of
our key executives.

Violations of cGMP and other government regulations could have a material adverse affect on our business, financial
condition and results of operations.

All facilities and manufacturing techniques used to manufacture products for clinical use or for commercial sale in the United
States must be operated in conformity with current Good Manufacturing Practices ("cGMP") regulations as required by the
FDA. Our suppliers’ facilities are subject to scheduled periodic regulatory and customer inspections to ensure compliance
with ¢cGMP and other requirements applicable to such products. A finding that we had materially violated these requirements
could result in one or more regulatory sanctions, loss of a customer contract, disqualification of data for client submissions to
regulatory authorities and a mandated closing of our suppliers’ facilities, which in turn could have a material adverse effect
on our business, financial condition and results of operations.

Litigation may harm our business and our management and financial resources.

Substantial, complex or extended litigation could cause us to incur large expenditures and could distract our management.
For example, lawsuits by employees, stockholders, collaborators, distributors, customers, or end-users of our products or
services could be very costly and substantially disrupt our business. Disputes from time to time with such companies or
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individuals are not uncommon, and we cannot assure you that we will always be able to resolve such disputes out of court or
on favorable terms.

The market price of our stock could be volatile.

The market price of our common stock has been subject to volatility and may continue to be volatile in the future, due to a
variety of factors, including:

quarterly fluctuations in our operating income and earnings per share results

technological innovations or new product introductions by us or our competitors

econotnic conditions

disputes concerning patents or proprietary rights

changes in earnings estimates and market growth rate projections by market research analysts
sales of common stock by existing security holders

loss of key personnel

securities class actions or other litigation

The market price for our common stock may also be affected by our ability to meet analysts' expectations. Any failure to
meet such expectations, even slightly, could have an adverse effect on the market price of our common stock. In addition, the
stock market is subject to extreme price and volume fluctuations. This volatility has had a significant effect on the market
prices of securities issued by many companies for reasons unrelated to the operating performance of these companies.

Incidents related to hazardous materials could adversely affect our business.

Portions of our operations require the controlled use of hazardous materials. Although we are diligent in designing and
implementing safety procedures to comply with the standards prescribed by federal, state, and local regulations, the risk of
accidental contamination of property or injury to individuals from these materials cannot be completely ¢liminated. In the
event of such an incident, we could be liable for any damages that result, which could adversely affect our business.

There are inherent uncertainties involved in estimates, judgments and assumptions used in preparing financial statements in
accordance with U.S. generally accepted accounting principles. Any changes in the estimates, judgments and assumptions
we use could have a material adverse effect on our financial position and results of operations.

The consolidated financial statements included in the periodic reports we file with the SEC are prepared in accordance with
U.S. generally accepted accounting principles (“*GAAP”). Preparing financial statements in accordance with GAAP involves
making estimates, judgments and assumptions that affect reported amounts of assets, liabilities, revenues, expenses and
income. Estimates, judgments and assumptions are inherently subject to change, and any such changes could result in
corresponding changes to the reported amounts.

Failure to maintain effective internal controls in accordance with Section 404 of the Sarbanes-Oxley Act could have an
adverse effect on our business and stock price.

Section 404 of the Sarbanes-Oxley Act requires us to evaluate annually the effectiveness of our internal controls over
financial reporting as of the end of each fiscal year and to include a management report assessing the effectiveness of our
internal controls over financial reporting in our annual report. Section 404 also requires our independent registered public
accounting firm to report on our internal controls over financial reporting. If we fail to maintain the adequacy of our internal
controls, we cannot assure you that we will be able to conclude in the future that we have effective internal controls over
financial reporting. If we fail to maintain effective internal controls, we might be subject to sanctions or investigation by
regulatory authorities, such as the Securities and Exchange Commission or NASDAQ. Any such action could adversely
affect our financial results and the market price of our common stock and may also result in delayed filings with the
Securities and Exchange Commission.

Available information
We file annual, quarterly, and current reports, proxy statements, and other information with the U.S. Securities and Exchange

Commission. You may read and copy any document we file at the SEC’s public reference room at Room 1024, 450 Fifth
Street, NW, Washington, D.C. 20549. You may call the SEC at 1-800-SEC-0330 for information on the public reference
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room. The SEC maintains a website that contains annual, quarterly, and current reports, proxy statements, and other
information that issuers (including Aceto) file electronically with the SEC. The SEC’s website is www.sec.gov.

Our website is www.aceto.com. We make available free of charge through our Internet site, via a link to the SEC’s website
at www.sec.gov, our annual reports on Form 10-K; quarterly reports on Form 10-Q; current reports on Form 8-K; Forms 3, 4
and 5 filed on behalf of our directors and executive officers; and any amendments to those reports and forms, We make these
filings available as soon as reasonably practicable after they are electronically filed with, or furnished to, the SEC. The
information on our website is not incorporated by reference into this Annual Report.

Item 1B. Unresolved Staff Comments
None.
Item 2. Properties

Our general headquarters and main sales office occupy approximately 26,000 gross square feet of leased space in an office
building in Lake Success, New York. The lease expires in April 2011.

Arsynco’s former manufacturing facility is located on a 12-acre parcel in Carlstadt, New Jersey, that it owns. This parcel
contains one building with approximately 5,000 gross square feet of office space.

In November 2004, we purchased approximately 1,300 gross square meters of office space located in Shanghai, China for our
sales offices and investment purposes.

We also lease office space in Hamburg, Germany; Diisseldorf, Germany; Heemskerk, the Netherlands; Paris, France; Lyon,
France; Singapore; Warsaw, Poland and Mumbai, India. These offices are used for sales and administrative purposes.

We believe that our properties are generally well maintained, in good condition and adequate for our present needs.
Item 3. Legal Proceedings.

We are subject to various claims that have arisen in the normal course of business. We do not know what impact the final
resolution of these matters will have on our results of operations in a particular reporting period. We believe, however, that
the ultimate outcome of such matters will not have a material adverse effect on our financial condition or liquidity.

In May 2007, February 2007 and September 2006, the Company received letters from the Pulvair Site Group, a group of
potentially responsible parties ("PRP Group") who are working with the State of Tennessee (the "State") to remediate a
contaminated property in Tennessee called the Pulvair site. The PRP Group has alleged that one of Aceto's subsidiaries
shipped hazardous substances to the site which were released into the environment. The State had begun administrative
proceedings against the members of the PRP group and Aceto with respect to the cleanup of the Pulvair site and the group
has begun to undertake cleanup. The PRP Group is seeking a settlement of approximately $2,100 from the Company for its
share to remediate the site contamination. Although the Company acknowledges that its subsidiary shipped materials to the
site for formulation over twenty years ago, the Company believes that the evidence does not show that the hazardous
materials sent by Aceto's subsidiary to the site have significantly contributed to the contamination of the environment.
Accordingly, the Company believes that the settlement offer is unreasonable. Alternatively, counsel to the PRP Group has
proposed that Aceto's subsidiary join it as a participating member and pay 3.16% of the PRF Group's cost. The Company
believes that this percentage is high because it is based on the total volume of materials that Aceto's subsidiary sent to the
site, most of which were non-hazardous substances and as such, believes that its subsidiary is a very minor contributor to the
site contamination. The impact of the resolution of this matter on the Company's results of operations in a particular reporting
period is not known. However, management believes that the ultimate outcome of this matter will not have a material
adverse effect on the Company's financial condition or liquidity.

In March 2006, Arsynco received notice from the EPA of its status as a PRP under the Comprehensive Environmental
Response, Compensation and Liability Act (CERCLA) for a site described as the Berry’s Creek Study Area. Arsynco is one
of over 150 PRP’s which have potential liability for the required investigation and remediation of the site. The estimate of
the potential liability is not quantifiable for a number of reasons, including the difficulty in determining the extent of
contamination and the length of time remediation may require. In addition, any estimate of liability must also consider the
number of other potentially responsible parties and their financial strength. Since an amount of the liability can not be
reasonably estimated at this time, no accrual is recorded for these potential future costs. The impact of the resolution of this
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matter on the Company’s results of operations in a particular reporting period is not known. However, management currently
believes that the ultimate outcome of this matter will not have a material adverse effect on the Company’s financial condition

or liquidity.
Item 4. Submission of Matters to a Vote of Security Holders.

No matter was submitted to a vote of our security holders during the fourth quarter of the fiscal year covered by this Annual
Report.
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PARTII

Item 5. Market for the Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities.

Our common stock is traded on the NASDAQ Global Select Market using the symbol “ACET.” The following table states
the fiscal year 2007 and 2006 high and low sales prices of our commeon stock as reported by the NASDAQ Global Market for
the periods indicated.

HIGH LOW
FISCAL YEAR 2007
First Quarter $7.63 $6.54
Second Quarter 925 6.82
Third Quarter 9.98 7.22
Fourth Quarter 9.48 7.60
FISCAL YEAR 2006
First Quarter $8.20 $5.49
Second Quarter 6.96 5.64
Third Quarter 7.70 6.44
Fourth Quarter 8.36 6.33

Cash dividends of $0.075 per common share were paid in January 2007 and cash dividends of $0.10 per common share were
paid in June of 2007. Cash dividends of $0.075 per common share were paid in January and June of fiscal years 2006 and
2005. Our revolving credit facility restricts the payment of cash dividends to $4,500 per year.

As of September 4, 2007, there were 520 holders of record of our common stock.

22,172 shares of our common stock were held by the nominee of the Depository Trust Company, the country's principal
central depository. For purposes of determining the number of owners of our common stock, those shares are considered to
be owned by one¢ holder. Additional individual holdings in street name result in a sizable number of beneficial owners being

represented on our records as owned by various banks and stockbrokers.

The following table states certain information with respect to our equity compensation plans at June 30, 2007:

Number of securities
Number of securities to Weighted-average remaining available for
be issued upon exercise exercise price of future issuance under
Plan category of outstanding options outstanding options  equity compensation plans
Equity compensation plans
approved by security holders 2,700 $7.58 161
Equity compensation plans not
approved by security holders - - -
Total 2,700 $7.58 161

Performance Graph

The following graph compares on a cumulative basis the yearly percentage change, assuming dividend reinvestment, over the
last five fiscal years in (a) the total shareholder return on our common stock with (b) the total return on the Standard & Poor’s
500 Index and (c) the total return on a published line-of-business index — the Dow Jones U.S. Chemicals Index (the “Peer
Group™).

The following graph assumes that $100 had been invested in each of the Company, the Standard & Poor’s 500 Index and the

Peer Group on June 30, 2002. The stock price performance included in this graph is not necessarily indicative of future stock
price performance.
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COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN
AMONG ACETO CORPORATION, THE S&P 500 INDEX
And The Dow Jones US Chemicals Index

$400 -
$350 -
$300 |
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$150 -
$100
$50 -
$0 ' .
6/02 6/03 6/05 6/06 6/07
—&8— Aceto Corporation - 2 — S&P 500 ---@ -- Dow Jones US Chemicals
ASSUMES $100 INVESTED ON JUNE 30, 2002
ASSUMES DIVIDEND REINVESTMENT
FISCAL YEAR ENDING JUNE 30, 2007
Dow Jones U.S.
Aceto Corporation S&P 500 Index Chemicals
June 30, 2002 100 100 100
June 30, 2003 264 100 91
June 30, 2004 380 119 115
June 30, 2005 246 127 126
June 30, 2006 232 138 134
June 30, 2007 317 166 177
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Item 6. Selected Financial Data
(In thousands, except per-share amounts)

Fiscal vears ended June 30, 2007 2006 2005 2004V 2003
Net sales @ $313,473 $297,328 $313,431 $296,646 $270,116
Operating income @ 15,064 12,429 11,590 16,405 13,182
Income from continuing operations 10,212 9,264 10,625 13,111 9,522
Net income™ 10,212 9,237 10,015 13,067 7,595
At year end

Working capital $112,930 $104,707 $ 94,249 $ 86,420 $ 72,208
Total assets 188,478 166,592 149,028 149,697 123,519
Long-term liabilities 15,548 15,140 3,982 2,877 1,043
Shareholders’ equity 124,827 115,053 107,655 100,266 84,569
Per diluted common share'®

Income from continuing operations $0.41 $0.38 $0.43 $0.53 $0.40
Net income $0.41 $0.38 $0.41 $0.53 $0.32
Cash dividends $0.175 $0.15 $0.15 $0.11 $0.10

M Includes the acquisition of Pharma Waldhof on December 31, 2003,

@ Certain reclassifications have been made to fiscal 2006 and prior year amounts included in the previously filed Form
10-K to conform to the current year presentation.

3} Fiscal 2003 net income includes a $1,873 charge ($0.08 per diluted common share) for a cumulative effect of an
accounting change resulting from an impairment of goodwill.

“ Adjusted for stock splits, effected in the form of dividends, as appropriate.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Executive Summary

The following Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”) is
intended to provide the readers of our financial statements with a narrative discussion about our business. The MD&A is
provided as a supplement to and should be read in conjunction with our financial statements and the accompanying notes.

We are reporting a $2,635 increase in operating profit to $15,064 for the year ended June 30, 2007 as compared to $12,429
for the prior year. This increase in operating profit was achieved, despite a highly competitive environment, primanily
through maintaining our profit margin and our successful management of selling, general and administrative costs. Net sales
for fiscal 2007 were $313,473, an increase of $16,145 from fiscal 2006. This increase in net sales also impacted our gross
profit, which increased $3,535 to $54,493 for fiscal 2007. Our net income increased to $10,212, or $0.41 per diluted share,
an increase of $975 or 10.6% compared to fiscal year 2006.

Our financial position as of June 30, 2007, remains strong, as we had cash and short-term investments of $35,356, working
capital of $112,930, no long-term debt and shareholders’ equity of $124,827.

Our business is separated into three principal segments: Health Sciences, Chemicals & Colorants and Crop Protection.

The Health Sciences segment is our largest segment in terms of both sales and gross profits. Products that fall within this
segment include API’s, pharmaceutical intermediates, nutritionals and biopharmaceuticals. In fiscal 2007, we entered the
market for finished dosage form generic drugs when we received orders for our first Aceto branded product, Isoflurane.

We typically partner with both customers and suppliers years in advance of a drug coming off patent to provide the generic
equivalent. We believe we have a pipeline of new API's poised to reach commercial levels over the coming years as the
patents on existing drugs expire, both in the United States and Europe. In addition, we continue to explore opportunities to
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provide a second-source option for existing generic drugs with approved ANDA’s. The opportunities that we are looking for
are to supply the API's for the more mature generic drugs where pricing has stabilized following the dramatic decreases in
price that these drugs experienced after coming off patent. As is the case in the generic industry, the entrance into the market
of other generic competition generally has a negative impact on the pricing of the affected products.

By leveraging our worldwide sourcing and regulatory capabilities, we believe we can be an alternative lower cost, second-
source provider of existing API’s to generic drug companies.

The Chemicals & Colorants segment is a major supplier to the many different industries that require outstanding performance
from chemical raw materials and additives. Products that fall within this segment include intermediates for dyes, pigments
and agrochemicals. We provide chemicals used to make plastics, surface coatings, textiles, lubricants, flavors and fragrances.
Many of Aceto’s raw materials are also used in high-tech products like high-end electronic parts (circuit boards and computer
chips) and binders for specialized rocket fuels. Aceto is currently responding to the changing needs of our customers in the
color producing industry by taking our resources and knowledge downstream as a supplier of select organic pigments. We
expect that continued global Gross Domestic Product growth will drive higher demand for the chemical industry, especially
in China and other emerging regions of the world. With supply growth limited, we expect that industry supply/demand
balances will remain favorable. However, continued volatility in energy costs will add uncertainty to our profit outlook.

The Crop Protection segment sells herbicides, pesticides, and other agricultural chemicals to customers, primarily located in
the United States and Western Europe. Our joint venture with Nufarm, which markets Butoxone(R), increased our market
share of the peanut, soybean and alfalfa herbicide markets. In fiscal 2007, we entered into a multi-year contract with a major
agricuitural chemical distributor and launched generic Asulam, an herbicide for sugar cane and the first generic registration
that Aceto has received. Our plan is to develop over time a pipeline of additional products in a similar manner. The Crop
Protection segment was formerly reported as the Agrochemical segment with the name change effected on December 31,
2006.

We formerly also reported under the Institutional Sanitary Supplies segment, which included cleaning solutions, fragrances
and deodorants for commercial and industrial customers. This former segment was successfully divested from our ongoing
business during fiscal 2006.

Our main business strengths are sourcing, regulatory suppert, quality control, marketing and distribution. With a physical
presence in ten countries, we distribute over 1,000 chemicals and pharmaceuticals used principally as raw materials in the
pharmaceutical, agricultural, color, surface coating/ink and general chemical consuming industries. We believe that we are
currently the largest buyer of pharmaceutical and specialty chemicals for export from China, purchasing from over 500
different manufacturers.

In this MD&A, we explain our general financial condition and results of operations, including the following:

factors that affect our business

our earnings and costs in the periods presented

changes in earnings and costs between periods

sources of earnings

the impact of these factors on our overall financial condition

As you read this MD&A, refer to the accompanying consolidated statements of income, which present the results of our
operations for the three years ended June 30, 2007. We analyze and explain the differences between periods in the specific
line items of the consolidated statements of income,

Critical Accounting Estimates and Policies

This discussion and analysis of our financial condition and results of operations is based on our consolidated financial
statements, which have been prepared in accordance with U.S. generally accepted accounting principles. In preparing these
financial statements, we were required to make estimates and assumptions that affect the amounts of assets, liabilities,
revenues and expenses, and related disclosure of contingent assets and liabilitics. We regularly evaluate our estimates
including those related to allowances for bad debts, inventories, goodwill and indefinite-life intangible assets, long-lived
assets, environmental and other contingencies, income taxes and stock-based compensation. We base our estimates on
various factors, including historical experience, advice from outside subject-matter experts, and various assumptions that we
believe to be reasonable under the circumstances, which together form the basis for our making judgments about the carrying

16




values of assets and liabilities that are not readily apparent from other sources. Actual results may differ from these
estimates.

We believe the following critical accounting policies affected our more significant judgments and estimates used in preparing
these consolidated financial statements.

Revenue Recognition

We recognize revenue from sales of any product when it is shipped and title and risk of loss pass to the customer. We have
no acceptance or other post-shipment obligations and we do not offer product warranties or services to our customers.

Sales are recorded net of returns of damaged goods from customers, which historically have been immaterial, and
sales incentives offered to customers. Sales incentives consist primarily of volume incentive rebates. We record
volume incentive rebates as the underlying revenue transactions that result in progress by the customer in earning the
rebate are recorded, in accordance with Emerging Issues Task Force (“EITF”) 01-09, “Accounting for Consideration
Given by a Vendor to a Customer (Including a Reseller of the Vendor's Products).”

Allowance for Doubtful Accounts

We maintain allowances for doubtful accounts relating to estimated losses resulting from customers being unable to make
required payments. Altowances for doubtful accounts are based on historical experience and known factors regarding
specific customers and the industries in which those customers operate. If the financial condition of our customers were to
deteriorate, resulting in their ability to make payments being impaired, additional allowances would be required.

Inventories

Inventories, which consist principally of finished goods, are stated at the lower of cost (first-in first-out method) or market,
We write down our inventories for estimated excess and obsolete goods by an amount equal to the difference between the
carrying cost of the inventory and the estimated market value based upon assumptions about future demand and market
conditions. A significant sudden increase in demand for our products could result in a short-term increase in the cost of
inventory purchases, while a significant decrease in demand could result in an increase in the excess inventory quantities on-
hand. Additionally, we may overestimate or underestimate the demand for our products which would result in our
understating or overstating, respectively, the write-down required for excess and obsolete inventory. Although we make
every effort to ensure the accuracy of our forecasts of future product demand, any significant unanticipated changes in
demand could have a significant impact on the value of our inventory and reported operating results.

Goodwill and Other Indefinite-Lived Intangible Assets

Goodwill is calculated as the excess of the cost of purchased businesses over the value of their underlying net assets. Other
indefinite-lived intangible assets principally consist of trademarks. Goodwill and other indefinite-lived intangible assets are
not amortized.

In accordance with Statement of Financial Accounting Standards (“SFAS™) No. 142, “Goodwill and Other Intangible
Assets,” we test goodwill and other indefinite-lived intangible assets for impairment on at least an annual basis. To
determine the fair value of these intangible assets, we use many assumptions and estimates that directly impact the results of
the testing. In making these assumptions and estimates, we use industry-accepted valuation models and set criteria that are
reviewed and approved by various levels of management. If our estimates or our related assumptions change in the future,
we may be required to record impairment charges for these assets.

Long-Lived Assets

In accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” long-lived assets and
certain identifiable intangibles are reviewed for impairment whenever events or changes in circumstances indicate that the
carrying amount of an asset may not be recoverable. Identifiable intangible assets principally consist of customer
relationships, customer lists, EPA registrations and related data, patent license and covenants not to compete. Recoverability
of assets to be held and used is measured by a comparison of the carrying amount of an asset to future undiscounted net cash
flows expected to be generated by the asset. Recoverability of assets held for sale is measured by comparing the carrying
amount of the assets to their estimated fair value. If such assets are considered to be impaired, the impairment to be
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recognized is measured by the amount by which the carrying amount of the assets exceed the fair value of the assets. Assets
to be disposed of are reported at the lower of the carrying amount or fair value less costs to sell.

Environmental and Other Contingencies

We establish accrued liabilities for environmental matters and other contingencies when it is probable that a liability has been
incurred and the amount of the liability can reasonably be estimated. If the contingency is resolved for an amount greater or
less than the accrual, or our share of the contingency increases or decreases, or other assumptions relevant to the development
of the estimate were to change, we would recognize an additional expense or benefit in income in the period that the
determination was made.

Taxes

We account for income taxes in accordance with SFAS No, 109, “Accounting for Income Taxes.” SFAS No. 109 establishes
financial accounting and reporting standards for the effects of income taxes that result from an enterprise’s activities during
the current and preceding years. It requires an asset-and-liability approach to financial accounting and reporting of income
taxes.

As of June 30, 2007, we had current net deferred tax assets of $1,656 and nen-current net deferred tax assets of $3,212.
These net deferred tax assets have been recorded based on our projecting that we will have sufficient future earnings to
realize these assets, and the net deferred tax assets have been provided for at currently enacted income tax rates. If we
determine that we will not be able to realize a deferred tax asset, an adjustment to the deferred tax asset will result in a
reduction of net income at that time.

Deferred taxes have not been provided on undistributed eamings of foreign subsidiaries since substantially all of these
earnings are expected to be permanently reinvested in our foreign operations. A deferred tax liability will be recognized
when we expect that we will recover those undistributed earnings ir a taxable manner, such as through receipt of dividends or
sale of the investments. Determination of the amount of the unrecognized U_S. income tax liability is not practical because of
the complexities of the hypothetical calculation. In addition, unrecognized foreign tax credit carryforwards would be
available to reduce a portion of such U.S. tax liability.

Tax reform has taken place in Germany whereby an income tax law was passed in July 2007, awaiting approval into the
Federal Gazette. The enacted tax rate in Germany will potentially change from 40% to 30%. As a result, the deferred tax
balance could decrease by $1,600 in 2008.

Stock-based Compensation

With the adoption of SFAS No. 123(R) on July 1, 2005, we are required to record the fair value of stock-based compensation
awards as an expense. In order to determine the fair value of stock options on the date of grant, we apply the Black-Scholes
option-pricing model, including an estimate of forfeitures, Inherent in this model are assumptions related to expected stock-
price volatility, option term, risk-free interest rate and dividend yield. While the risk-free interest rate and dividend yield are
less subjective assumptions that are based on factual data derived from public sources, the expected stock-price volatility and
option term assumptions require a greater level of judgment which makes them critical accounting estimates,

We use an expected stock-price volatility assumption that is based on the historical daily price changes of the underlying
stock which are obtained from public data sources. For stock option grants issued during fiscal 2007, we used an expected
stock-price volatility of 57% based upon the historical volatility at the time of issuance. With regard to the weighted-average
option term assumption, for stock option grants issued during fiscal 2007, we used an expected option term assumption of 5.5
years as determined under the “simplified” method prescribed in SEC Staff Accounting Bulletin (*SAB”) No. 107.
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Results of Operations

Fiscal Year Ended June 30, 2007 Compared to Fiscal Year Ended June 30, 2006

Net Sales by Segment
Year ended June 30,
Comparison 2007
2007 2006 Over/(Under) 2006
% of % of 5 %
Segment Net sales total Net sales total change change
Health Sciences $170,691 54.5% $166,725 56.1% $ 3,966 24%
Chemicals & Colorants 123,299 393 110,869 373 12,430 11.2
Crop Protection 19,483 6.2 19,734 6.6 (251) (1.3)
Net sales $313,473 100.0%  $297,328 100.0% $16,145 _34%
Gross Profit by Segment
Year ended June 30,
Comparison 2007
2007 2006 Over/(Under) 2006
Gross % of Gross % of $ %
Segment profit  sales Profit sales change change
Health Sciences $33,007 19.3% $32,313  19.4% $694 2.1%
Chemicals & Colorants 16,556 134 17,144 155 (588) (3.4)
Crop Protection 4930 _253 4,760 _24.1 170 36
Segment gross profit 54493 174 54217 18.2 276 0.5
Freight and storage costs (1) - - (3.259y _(1.1) 3259 100.0
Gross profit $54,493 _17.4% $50,958 _17.1%  $3,535 6.9%

(1) Prior to July 2006, certain freight and storage costs were not able to be allocated to the segments. Effective July 2006, as
a result of certain system improvements, all freight and storage costs are allocated to a particular segment. Therefore, the
unallocated portion of certain freight and storage costs for the year ended June 30, 2007 have now been identified to the
segments as presented above. Total Company gross profit and margin were not affected by this change in allocation of costs.
However, the comparison of gross profit by segment will be affected by the change in allocation of these costs.
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Net Sales

Net sales increased $16,145, or 5.4%, to $313,473 for the year ended June 30, 2007, compared with $297,328 for the prior
year. We reported sales increases in our Health Sciences and Chemicals & Colorants segments, which were partially offset
by a slight sales decrease in our Crop Protection segment.

Health Sciences

Net sales for the Health Sciences segment increased by $3,966 for the year ended June 30, 2007, to $170,691, which
represents a 2.4% increase over net sales of $166,725 for the prior year. The sales increase from the prior period is primarily
related to increased sales from our foreign operations of $9,229, specifically our Germany and Singapore operations, and
increased sales from the pharmaceutical intermediates and diagnostics products of $4,365. These increases were partially
offset by a decrease from one specific generic product of $9,906 due to its normal selling pattern.

Chemicals & Colorants

Net sales for the Chemicals & Colorants segment were $123,299 for the year ended June 30, 2007, compared to $110,369 for
the prior year. This increase of $12,430 or 11.2%, over the prior period is attributable to an increase in the number of
products being offered by our foreign subsidiaries, namely Germany and Singapere. Sales of Chemicals & Colorants by our
forcign subsidiaries for the year ended June 30, 2007 increased by $6,920 over the comparable prior year period. The
increase in sales for this segment also resulted from the increase in sales in the coatings product group of $7,350. The
increase in Chemicals and Colorant sales is partially offset by one customer within our color-pigment and pigment-
intermediate business, whose contract expired in fiscal 2006 and purchased $3,118 during 2006 as compared to zero in 2007.
Our chemical business is diverse in terms of products, customers and consuming markets.

Crop Protection

Net sales for the Crop Protection segment decreased to $19,483 for the year ended June 30, 2007, a decrease of $251, or
1.3%, over net sales of $19,734 for the prior year, The overall decrease in net sales was mainly attributable to decreases in
three products of $2,955 due to the unseasonable dry weather conditions, particularly in the southern U.S. region and the 10-
20% reduction of peanut acreage in favor of corn due to the increased demand for ethanol. These decreases were partially
offset by the launch of our Asulam product in the first quarter of 2007 which resulted in sales of $2,802.

Gross Profit

Gross profit by segment increased $3,535 to $54,493 (17.4% of net sales) for the year ended June 30, 2007, as compared to
$50,958 (17.1% of net sales) for the prior year. The gross profit of each segment was negatively affected by the direct
allocation of certain freight and storage costs in 2007 that had been reported as unallocated in prior years, The Company’s
overall gross profit and margin were not affected but the segmental comparisons to last year have been affected.

Health Sciences

Health Sciences’ gross profit of $33,007 for the year ended June 30, 2007, was $694 or 2.1% higher than the prior year. This
increase in gross profit was directly attributable to the increase in the sales volume. The gross margin declined to 19.3% in
fiscal 2007 compared to a gross margin of 19.4% for the prior fiscal year which is directly attributed to the direct allocation
of certain freight and storage charges that are not included in last year’s comparable period.

Chemicals & Colorants

Gross profit for the year ended June 30, 2007, decreased by $588, or 3.4%, over the prior year due to the direct allocation of
certain freight and storage charges not included in last year’s comparable period as well as settlement of an anti-dumping
claim of $330. Gross margin decreased from 15.5% in fiscal 2006 to 13.7% in fiscal 2007. The foreign subsidiaries,
primarily Germany and Singapore, contributed $625 or 19% more gross profit in 2007 as compared to 2006. Additionally,
the coatings product group reported an increase of $723 due to the sales increase previously mentioned above over the prior
year.
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Crop Protection

Gross profit for the Crop Protection segment increased to $4,930 for the year ended June 30, 2007, versus $4,760 for the
prior year, an increase of $170 or 3.6%. The primary reason for the increase in gross profit was dug to the launch of the
Asulam product. The gross profit was negatively affected by $1,028 related to the sales decline in the three products
discussed earlier, which was partially offset by lower costs to maintain our EPA registered products of $338.

Unallocated freight and storage costs

Unallocated cost of sales was $0 for fiscal 2007 compared to $3,259 in 2006. As a result of certain system improvements,
certain freight and storage costs which were not able to be identified to a particular segment in the prior fiscal years, have
now been included within the segments. Therefore, there are no unallocated freight and storage costs in the current ycar.
Total Company gross profit and margin were not affected by this allocation. This revision will affect the comparison of the
segments’ gross profits, however.

Selling, General and Administrative Expenses

Selling, general and administrative expenses (“SG&A™) increased $900, or 2.3%, to $39,429 for the year ended June 30,
2007 compared to $38,529 for the prior year. As a percentage of sales, SG&A decreased to 12.6% for fiscal 2007 versus
13.0% for fiscal 2006. The increase in SG&A is primarily attributable to the increase of $1,244 in personnel costs including
increased bonus expenses and additional employees, $415 increase in sales and marketing expenses, and $259 increased legal
costs, partially offset by lower operating expenses of $952 resulting from the sale of one of our subsidiaries in August 2003
and a $537 charge for settlement of legal claims against one of our subsidiaries in 2006.

Operating Income

Fiscal 2007 operating income was $15,064 compared to $12,429 in the prior year, an increase of $2,635 or 21.2%. This
increase was due to the $3,535 increase in gross profit, which was partially offset by the overall increase in SG&A expenses
of $900.

Interest and Other Income, Net

Interest and other income was $532 for fiscal 2007, which represents a 44.4% decrease from $956 in fiscal 2006. The
decrease is primarily attributable to a decrease of $409 in a government subsidy paid annually for doing business in a free
trade zone in Shanghai, China and net loss on foreign currency of $770, partially offset by an increase in interest income of
$455 due to increased investments during the year and increased interest rates.

Provision for Income Taxes

The effective tax rate for fiscal 2007 increased to 33.8% from 30.1% for fiscal 2006, The increase in the effective tax rate
relates primarily to increased eamnings in foreign tax jurisdictions with higher tax rates, primarily Germany.
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Results of Operations

Fiscal Year Ended June 30, 2006 Compared to Fiscal Year Ended June 30, 2005

Segment
Health Sciences
Chemicals & Colorants

Crop Protection
Institutional Sanitary Supplies

Net sales

Segment

Health Sciences

Chemicals & Colorants

Crop Protection

Institutional Sanitary Supplies
Segment gross profit

Freight and storage costs (1)

Gross profit

2006
Net sales

$166,725
110,869
19,734

$297,328

2006
Gross
Profit

$32,313
17,144
4,760

54,217

(3.259)
$30.958

Net Sales by Segment
Year ended June 30,
Comparison 2006
2005 Over/(Under) 2005
% of % of 5 %
total Net sales total change change
56.1% $184,577 58.9% $(17,852) (9.7)
373 104,777 334 6,092 5.8
6.6 20,031 6.4 (297 (1.5)
- 4046 1.3 (4.046) (100.0}
100.0%  $313431 100.0% $(16,103) (3.1%)
Gross Profit by Segment
Year ended June 30,
Comparison 2006
2005 Over/(Under) 2005
% of Gross % of 3 %
sales Profit sales change change
19.4%  $32,886 17.8% $ (573) (1.1)%
15.5 17,257 16.5 (113) (0.6)
24.1 6,719 335 (1,959) (29.2)
- 696 172 {696) (100.0}
18.2 57,558 18.4 (3,341) (5.8)
(L (4.407) {1.4) 1.148 26.0
12.1% 353,151 17.0%  §(2,193) “@.1)%

(1) Represents certain freight and storage costs that are not allocated to a segment.
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Net Sales

Net sales decreased $16,103, or 5.1%, to $297,328 for the year ended June 30, 2006, compared with $313,431 for the prior
year. We reported sales decreases in our Health Sciences and Crop Protection segments, which were partially offset by a
sales increase in our Chemicals & Colorants segment.

Health Sciences

Net sales for the Health Sciences segment decreased by $17,852 for the year ended June 30, 2006, to $166,725, which
represents a 9.7% decrease over net sales of $184,577 for the prior year. The sales decrease from the prior period is directly
attributable to the loss of foreign business of $16,716 from two previously launched APIs due to increased competition. The
fiscal 2006 results, net of the two lost APIs, include a sales reduction of $2,243 from our foreign operations which was
partially offset by a sales increase of $1,162 from our domestic operations over the prior fiscal year.

Chemicals & Colorants

Net sales for the Chemicals & Colorants segment were $110,869 for the year ended June 30, 2006, compared to $104,777 for
the prior year. This increase of $6,092, or 5.8%, over the prior period is primarily attributable to an increase in the
agricultural intermediate, food, beverage and cosmetics and coatings product groups of $7,650 as compared to fiscal 2005.
Our chemical business is diverse in terms of products, customers and consuming markets. One customer within our color-
pigment and pigment-intermediate business purchased $3,515 less product during fiscal 2006 as their contract had expired.
This reduction was more than offset by an increase over the prior period in domestic sales of our diverse chemical and
colorants offerings. In addition, net sales include a $1,783 increase relating to our former CDC business, primarily from
sales of the Anti-Clog product we retained.

Crop Protection

Net sales for the Crop Protection segment decreased to $19,734 for the year ended June 30, 2006, a decrease of $297, or
1.5%, over net sales of $20,031 for the prior year. This decline over the prior year was primarily due to dry weather
conditions shortening the agricultural selling season, for our second largest product.

Gross Profit

Gross profit by segment before unallocated cost of sales (primarily storage and certain freight costs) decreased $3,341 to
$54,217 (18.2% of net sales) for the year ended June 30, 2006, as compared to $57,558 (18.4% of net sales) for the prior
year.

Health Sciences

Health Sciences’ gross profit of $32,313 for the year ended June 30, 2006, was $573 or 1.7% lower than the prior year, This
decrease in gross profit was directly attributable to the loss of business on two larger previously-launched APIs in Asia of
$2,373 due to significant competitive pressures as well as a decrease in our foreign business, net of the two APIs, of $499.
This lost gross profit was partially offset by an increase in gross profit from sales increases from our domestic business of
$1,087 over the prior fiscal year. The gross margin increased to 19.4% in fiscal 2006 compared to a gross margin of 17.8%
for the prior fiscal year due primarily to a shift in the product mix of net sales to higher margin products during the 2006
fiscal year,

Chemicals & Colorants

Gross profit for the year ended June 30, 2006, decreased by $113, or 0.6%, over the prior year. Gross margin decreased from
16.5% in fiscal 2005 to 15.5% in fiscal 2006. Decreases in categories such as organic chemicals and chemical intermediates

in terms of both volume and margins were the primary reasons for these decreases. In addition, the decrease in gross margin

percentage was partly attributable to an increased allocation of certain freight and storage costs.

Crop Protection

Gross profit for the Crop Protection segment decreased to $4,760 for the year ended June 30, 2006, versus $6,719 for the
prior year, a decrease of $1,959 or 29.2%. Gross margin decreased from 33.5% in fiscal 2005 to 24.1% in fiscal 2006. The
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primary cause of the decrease was lower royalty payments from our foreign customers of $652 and lower gross margins on
our second highest volume product compared to the prior fiscal year of $416. The gross profits and margins were also
negatively affected by higher costs associated with maintaining our EPA registered products and increased rebate expenses of
$339.

Unallocated freight and storage costs

Unallocated cost of sales decreased $1,148, to $3,259 in fiscal 2006, compared to $4,407 in the prior year, representing a
26.0% decrease. The lower costs were mainly a result of decreased sales and shipments to customers. In addition, certain
system improvements allow previously unallocated costs to be identifiable and included in a particular segment.

Selling, General and Administrative Expenses

Selling, general and administrative expenses (“SG&A”™) decreased $3,032, or 7.3%, to $38,529 for the year ended June 30,
2006 compared to $41,561 for the prior year. As a percentage of sales, SG&A remained stabie at 13.0% for fiscal 2006
versus 13.3% for fiscal 2005. The decrease in SG&A was primarily due to a $1,405 decrease in expenses for our former
CDC business, reduced legal fees of $878, a reduction in audit and Sarbanes-Oxley compliance costs of $428 and reduced
sales and marketing related expenses of $638. These expense reductions were partially offset by a $537 charge for a
settlement of legal claims against one of our subsidiaries.

Operating Income

Fiscal 2006 operating income was $12,429 compared to $11,590 in the prior year, an increase of $839 or 7.2%. This increase
was due to the $3,032 decrease in SG&A expenses, which was partially offset by the overall decrease in gross profit of
$2,193.

Interest and Other Income

Interest and other income was $956 for fiscal 2006, which represents a 24.8% decrease from $1,271 in fiscal 2005. The
decrease is primarily attributable to a net loss on foreign currency of $537 offset in part by an increase of $208 in interest
income.

Provision for Income Taxes

The effective tax rate for fiscal 2006 increased to 30.1% from 16.9% for fiscal 2005. The effective tax rate for fiscal 2005
included the recognition of certain deferred tax assets for foreign net operating loss carryforwards, which previously were
fully offset by a valuation allowance in the amount of $1,263. Excluding the recognition of the deferred tax assets, the
effective tax rate for fiscal 2005 would have been 26.8%. The increase in the effective tax rate relates primarily to increased
carnings in foreign tax jurisdictions with higher tax rates, primarily Germany.

Discontinued Operations

In accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-lived Assets,” the resuits of
operations for one of the subsidiaries forming part of the Institutional Sanitary Supplies segment have been recorded as
discontinued operations in the accompanying consolidated statements of income. The net loss from discontinued operations
was $27 and $610 the fiscal years ended 2006 and 20035, respectively. The net loss from discontinued operations for the
fiscal year ended 2005 includes a non-cash write-down of goodwill, net of an income tax benefit, of $570.

Liquidity and Capital Resources
Cash Flows
At June 30, 2007, we had $32,320 in cash, $3,026 in short-term investments and only $25 in short-term bank loans.

Our cash position at June 30, 2007 decreased $1,412 from the amount at June 30, 2006. Operating activities for the year
ended June 30, 2007 provided cash of $4,163 as compared to cash provided by operations of $16,028 for the comparable
2006 period. The $4,163 was comprised of $10,212 in net income and $3,878 derived from adjustments for non-cash items,
offset by a net $9,927 decrease from changes in operating assets and liabilities. The non-cash items included $1,791 in
depreciation and amortization expense and 51,692 for the deferred income taxes provision. Accounts receivable increased
$6,973 during the year ended June 30, 2007, due to increased sales during the fourth quarter of 2007 as compared to the
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fourth quarter of 2006. Inventories increased by approximately $12,565 and accounts payable increased by $7,884 as a result
of a ramp-up in orders for products to be shipped in the first quarter of 2008 and an increase in products in which we have
decided to carry stock. Accrued expenses and other liabilities increased $4,185 during the year ended June 30, 2007, due
primarily to an increase in accrued expenses related to a joint venture, an increase in accrued expenses for our foreign
subsidiaries related to increased sales and profitability overseas, as well as increase in accrued compensation related to
increased performance payments, which are anticipated to be paid in the first quarter of 2008. Other receivables increased
$1,726 due to an increase in VAT taxes receivables in our European subsidiaries, related to increased sales in that region.
Our cash position at June 30, 2006, increased $13,782 from the amount at June 30, 2005. Operating activities provided cash
of $16,028, primarily from net income of $9,237 and a decrease in inventory of $4,909. Our cash position at June 30, 2005,
decreased $3,380 from the amount at June 30, 2004. Operating activities used cash of $771, primarily due to inventories
having been increased by $10,188 in order to take advantage of current prices in an environment of rising prices and the
anticipated revaluation of the Chinese currency which may increase future product costs. This was partially offset by net
income of $10,015,

Investing activities for the year ended June 30, 2007 used cash of $2,591 primarily related to purchases of investments of
$6,274 and purchases of property and equipment and intangibles of $704 and $2,468, respectively, including $2,000 for the
Asulam product registration and related data filed with the United States Environmental Protection Agency and state
regulatory agencies to support such registrations and other supporting data. The amount of cash used for investing activities
is offset in part by $6,779 of maturities of available for sale investments. We expect capital expenditures will be between
$1,000 and $1,500 during fiscal 2008, including approximately $600 for the opening of a facility in India. Investing activities
for the year ended June 30, 2006 provided cash of $1,387, primarily as a result of proceeds from the sale of investments of
$1,799. This was partially offset by $485 of expenditures for property and equipment. Investing activities for the year end
June 30, 2005 provided cash of $486, primarily as a result of net proceeds from investments of $4,537. This was partially
offset by $4,195 of expenditures for property and equipment, including the purchase of office space located in Shanghai,
China in the amount of $3,015.

Financing activities for the year ended June 30, 2007 used cash of $3,991 primarily from the payments of dividends of
$4,257. Financing activities for the year ended June 30, 2006 used cash of $4,009 primarily as a result of payments of cash
dividends of $3,637 and payments for purchases of treasury stock of $581. Financing activities for the year end June 30, 2005
used cash of $3,069 primarily as a result of payments of cash dividends of $3,641 and payment of a related party note of
$500, which were partially offset by proceeds from the exercise of stock options of $946.

Credit Facilities

We have available credit facilities with certain foreign financial institutions. These facilities provide us with a line of credit
of $19,472, as of June 30, 2007. We are not subject to any financial covenants under these arrangements.

in June 2007, we amended our revolving credit agreement with a financial institution that expires June 30, 2010, and
provides for available credit of $10,000. At June 30, 2007, we had utilized $702 in letters of credit, 